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After years of negotiations, the Central American Northern Triangle Guatemala, Honduras, and El
Salvador completed negotiations for a free-trade agreement with Mexico on May 11. The agreement
will go into effect in January 2001 provided the legislatures of all four states ratify it.
The Triangle states were unable to get their traditional exports included in the agreement, but
expect an overall increase in exports and new jobs to come out of the pact. Preliminary talks for a
free-trade agreement started in 1994, but Mexico's monetary crisis following the December 1994
peso devaluation stalled talks until September 1995 (see NotiCen, 1998-10-01).
Since then, more than a dozen technical meetings reduced the 16,000 items on the tariff schedules
to around 400 by the end of last year. However, the final talks were difficult and prolonged, mainly
because the remaining items were the most sensitive beer, steel, and automotive exports for Mexico,
and bananas, sugar, and coffee for the Triangle countries. The "final phase" of the talks lasted 19
months.
The main problem facing negotiators was the vast discrepancy between the Mexican market of more
than 100 million consumers and the 34 million in the combined markets of Guatemala, Honduras,
and El Salvador.
The chief fear of the Triangle negotiators was that Mexican exporters would overwhelm domestic
producers. In 1999, Mexican exports to the three countries were valued at US$943 million compared
with Triangle exports to Mexico of US$118 million. Guatemala, which has the largest volume of
trade with Mexico, carried a trade deficit with Mexico of US$461 million. El Salvador's deficit was US
$226.3 million and Honduras' was US$ 148 million.
A private-sector report indicated that Guatemala's trade disadvantage with Mexico in 1997 included
a US$362 million trade deficit, a Mexican tariff that averaged 11% compared with 8% in Guatemala,
heavy Mexican agricultural subsidies, and 6,100 technical rules impeding exports to Mexico
compared with 676 in Guatemala.

Mexico's policies called inflexible
Enrique Lacs, president of the Guatemalan Comision Empresarial de Negociaciones Comerciales
Internacionales (CENCIT), said, "We are 23 times smaller than Mexico in GDP. Therefore, we were
looking for a negotiation in which we could balance the economic asymmetry with lower tariffs and
greater flexibility from Mexico."
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Instead, said Lacs, "we found a closed negotiating team, with protectionist positions in agriculture
and very aggressive in negotiations in the industrial sector." Lacs also asked why Mexico was able to
conclude negotiations with the 15 highly developed economies of the European Union (EU) in just
15 months while prolonging negotiations with the Northern Triangle for years.
After the agreement was negotiated, Ricardo Villanueva, president of Guatemala's Camara del
Agro, said the pact was incomplete because it did not include the three countries' most important
agricultural exports, especially coffee. Business leaders in the Triangle have complained that Mexico
held up the agreement to get an advantage for various strategic Mexican exports. At one point,
Guatemalan business leaders asked the government to withdraw from the endless negotiations.
In March, Mexico's Secretary of Commerce Herminio Blanco threatened to terminate the Acuerdo
de Alcance Parcial, which grants trade preferences to Central America, if the agreement was
not signed. Guatemalan Economy Minister Eduardo Weymann admitted that Mexico had more
experience in such negotiations after having signed trade treaties with the US, Canada, and Europe.
But, "that does not justify the rigid positions," he said.
Fernando Fiallos, a negotiator representing Honduran business interests, accused Mexico of pushing
a "take-it-or-leave-it" package of 11,000 items, refusing to allow for item-by-item analysis. He said
the package excluded the Triangle's entire list of leading products while demanding free entry of
Mexico's automobiles, which would cost the Triangle governments vital income from tariffs as high
as 65%.
Triangle negotiators wanted to keep tariffs on a variety of semi-finished steel products such as wire,
rods, and tubing to favor the domestic industry of finished-steel products. Their justification was
that certain concessions from Mexico were necessary to compensate for the economic asymmetry.
Mexico's position was that, since practically no steel was produced in Central America, there was no
point in protecting a nonexistent industry.
Furthermore, Mexico has worse asymmetries competing with highly developed steel industries in
Europe and the US. Other Mexican demands were for rules of origin requiring Triangle countries to
use Mexican steel in manufacturing finished goods, free access to Triangle markets for Tequila, but
protection from Triangle rum imports.
Mexican pharmaceutical companies claimed the agreement would allow medicines of questionable
quality to flood the country, posing a health risk. Hubertus Von Groll, president of the Camara
Nacional de la Industria Farmaceutica (CANIFARMA), said the agreement does not have sanitary
guarantees for drugs coming from Triangle trade partners. "The quality of Mexican drugs is
guaranteed by the Health Secretariat, which ensures that norms are complied with," said Von Groll.
"However, sanitary aspects are not being revised in the free-trade agreement."
While all details of the agreement were not immediately available, Blanco highlighted the
advantages for Mexico. He said the agreement was "ambitious" and would promote foreign
investment and job creation by eliminating tariffs on about half of Mexico's imports from its freetrade partners. Blanco said the exclusion from duty-free status for bananas, coffee, and sugar
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would protect the economies of the Mexican southeast, especially the state of Chiapas, where the
government and guerrillas of the Ejercito Zapatista de Liberacion Nacional (EZLN) have failed to
reach a peace settlement since 1994 (see SourceMex, 1994-01-12).
Mexico also won partial protection for beer, steel, and automobiles. Triangle tariffs on Mexican beer
will remain, though dropping from 20% to 13%. Tariffs will end on 90% of imported Mexican steel
products. Mexican automobiles are not covered by the agreement, but Mexican auto parts, buses,
and other heavy vehicles will be duty free. Also excluded from the agreement are white rice, beef,
and milk products.
The agreement gives the Triangle countries an edge in several categories for reasons of asymmetry.
Instant coffee will enter Mexico on a reduced tariff, while tariffs on Mexican instant will be
eliminated three years after the agreement goes into effect. Likewise, Triangle clothing will
enter Mexico duty free starting in 2003 while Mexican clothing exports will bear duties until
2007. Honduran-made clothing is excluded from tariff reduction because the industry receives
government subsidies.
Elimination of tariffs on industrial goods will be phased in over 11 years and over 12 years for
agricultural commodities. The pact includes protection for intellectual-property rights, recognition
of the Mexican-controlled names Tequila and Mezcal, and a dispute-resolution mechanism.
Triangle ministers and private-sector associations generally recognized that the agreement favors
Mexico but expect overall exports to Mexico to increase.
Weymann predicted that Guatemala would see a fivefold increase in exports during the first
four years of the pact. The ministers agreed that the trade pact would lead to other integration
agreements in such areas as tourism and border-conflict resolution.

Mexican opposition group criticizes agreement
A Mexican group (La Red Mexicana de Accion Frente al Libre Comercio), critical of free-trade
pacts Mexico has signed, charged that the government had negotiated the pact in secret without
consulting producers and the public.
Blanco countered, saying the negotiations had achieved consensus with producing sectors through
the foreign-trade organization Coordinadora de Organismos Empresariales de Comercio Exterior
(COECE). [Sources: Siglo Veintiuno (Guatemala), 02/23/99; United Press International, 05/20/99; El
Financiero (Mexico), 02/08/00; The News (Mexico), 03/08/00; Proceso (Mexico), 03/19/00; Reuters,
12/13/99, 05/11/00; Excelsior (Mexico), La Jornada (Mexico), Prensa Libre (Guatemala), 05/12/00;
Notimex, 03/03/99, 04/09/99, 05/17/99, 05/11/00, 05/12/00]
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